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Abstract
Purpose – The purpose of this paper is to examine the role of founding team experience (industry and
venturing) in new venture creation. This paper posits the following questions: How does founding team
experience influence the likelihood of new venture creation, in the nascent stage? How does industry context
moderate this relationship? The study aims to fill an important gap in the literature by unpacking the impact
of different types of founding team experiences on venture outcome, and by focusing on the influence of
founding team in the venture creation process, specifically at the nascent stage.
Design/methodology/approach – The paper utilizes data from the Second Panel Study of Entrepreneurial
Dynamics, a longitudinal data set of 1,214 nascent entrepreneurs in the USA. Logistics regression was
employed to analyze the effect of founding team experience on new venture creation. Post hoc analysis was
conducted to ensure the confidence of the findings.
Findings – The paper provides empirical insights about how founding team experience influences the
likelihood of new venture creation in the nascent stage. At the nascent stage, founding team industry
experience positively affects new venture creation while founding team venturing experience does not.
However, in the high-technology industry environment, the influence of the founding team’s venturing
experience on new venture creation is stronger than that in the low-technology industry environment.
Research limitations/implications – Due to the design of the data set, there is a risk of “right-censoring”
problem. Also, because the study used archival data on founding teams, the methodology did not allow for
uncovering the underlying team processes and dynamics during the venture creation process based on
learning from experience. Future studies are encouraged to examine other types of founding team experience
and the underlying process-level factors on venture creation.
Practical implications – The paper provides important practical implications for nascent
entrepreneurs/entrepreneurial teams on team assembling and composition. In general, a team with
higher-level industry experience is critical for venturing success. A team with higher-level venturing
experience is more desired in the high-technology industry.
Originality/value – This paper fulfills an important gap in the entrepreneurial team literature by
highlighting the complex and nuanced ways in which founding team experience influences the likelihood of
venture creation in the nascent stage of the firm, especially after incorporating the additional impact of the
industry context.
Keywords Founding team experience, Nascent stage, New venture creation
Paper type Research paper

Introduction
Creating a new business requires significant knowledge about an emerging opportunity,
market, product/service and associated organizational processes, all of which rarely reside
in one person. Therefore, even though solo entrepreneurship is always appreciated, the idea
of the entrepreneur as the “lonely hero” (Chowdhury, 2005) is increasingly being replaced by
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the notion of an entrepreneurial founding team. In the past two decades, considerable
research has been conducted on entrepreneurial teams (also referred to as founding teams or
new venture teams) (see Klotz et al., 2014 for a review). Scholars have examined a variety of
founding team characteristics and their influence on new venture performance and/or other
firm outcomes, such as founding team composition ( Jin et al., 2017), team demographic
diversities (Chowdhury, 2005), team social interactions (Lechler, 2001), team personalities
(Zhou et al., 2015) and so on. However, the extant research has largely tended to focus
on the impact of founding teams on outcomes for a venture already created. In contrast,
research on the likely impact of founding teams on venture creation is still at its infancy
(Muñoz-Bullon et al., 2015):

Founding team
experience
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RQ1. How does founding team experience influence the likelihood of new venture
creation, in the nascent stage?
Downloaded by Sacred Heart University At 09:55 10 August 2018 (PT)

RQ2. Are there other contingencies that affect this relationship?
These are the two main research questions guiding this study. Specifically, the study examines
two types of founding team experience: industry and venturing experiences, and their effects
on the likelihood of venture creation, after taking into account the industry context.
New venture creation is a non-routine, risky and complex process, which requires founders to
engage in a range of processes: scanning the environment, selecting opportunities and
formulating strategies to take advantages of these opportunities (Chandler and Hanks, 1994).
For ventures that are team driven, the process should benefit from team-based experiences
(Delmar and Shane, 2006; Muñoz-Bullon et al., 2015; Zheng, 2012). Yet, studies on how founding
team experience influences the new venture creation process are sparse. The extant literature
on founding team experience has tended to emphasize the team’s role and impact in a variety of
venture outcomes, such as survival, growth, performance and other organizational/strategic
outcomes (e.g. Beckman et al., 2007; Colombo and Grilli, 2005; Delmar and Shane, 2006; Fern
et al., 2012; Zheng et al., 2016). In spite of an early and definitive call about two decades ago for
more research on the role of founding teams in venture creation (Kamm et al., 1990), limited
attention has been paid on this topic. This study attempts to fill this important gap.
Furthermore, entrepreneurial scholars have long argued the importance of the actual
context in researching the impact of entrepreneurs and/or entrepreneurial teams (e.g. Ensley
et al., 2006; Hmieleski and Ensley, 2007; Lumpkin and Dess, 2001). It is conceivable that the
likely impact of founding team experiences on venture creation may vary, depending on
founding conditions. As such, the present study examines the moderating effect of one
important founding condition, the industry context. The authors argue that the effect of
founding team experience on venture creation may vary, depending on whether the industry
context is high tech or low tech. Related to this is another fundamental question of
this study: founding team often brings different forms of experiences to the venturing
process (this study looks at two types: industry and venturing). Therefore, are these
experiences similar in terms of their impact on the likelihood of venture creation? If not,
under which circumstances, does one type of founding team experiences become more
important than the other, during the venture creation process?
This paper makes several contributions. First, as already noted, previous studies have
largely investigated new venture teams’ (often times the top management teams’ (TMTs))
impact on established ventures (e.g. Amason et al., 2006; Ensley and Hmieleski, 2005;
Ensley et al., 2002; Hmieleski and Ensley, 2007; Zhao et al., 2013). In this regard, this study is
especially salient in understanding how entrepreneurial team experiences affect the
continuation or discontinuation of a venture gestation process leading to a firm formation.
Second, most of the studies on entrepreneurial experiences have either looked at
entrepreneurs’ or founding teams’ prior founding experience (Wright et al., 1998), or treated
as a unified measure of work experience (e.g. Reuber and Fischer, 1999). This study unpacks

https://digitalcommons.sacredheart.edu/neje/vol21/iss1/3

2

Li and Dutta: Founding Team Experience, Industry Context, and New Venture Creat

NEJE
21,1

Downloaded by Sacred Heart University At 09:55 10 August 2018 (PT)

4

the different type of founding team experiences and further explores their interaction effects
with the context the venture is placed in, thus offering a more fine-grained perspective on
the impact of founding team experience on the likelihood of new venture creation.
Building upon the entrepreneurial cognition perspective (Mitchell et al., 2002) and the
upper echelons theory (Hambrick and Mason, 1984), this study posits that the founding
team industry and venturing experiences are beneficial to new venture creation.
Additionally, the study suggests that the impact of founding team experiences on the
likelihood of new venture creation will be stronger in a high-technology industry than
that in a low-technology industry. Hypotheses were tested using a unique longitudinal
data set of the Second Panel Study of Entrepreneurial Dynamics (PSED II) (Gartner and
Shaver, 2012).
The paper is organized as follows. The first section reviews and discusses the literature
on founding team experiences and new venture creation. The next section hypothesizes the
independent effects of founding team experiences on new venture formation, as well as the
moderating effects of industrial environment, followed by research methodology and
results. Implications for practitioners and future research were presented at the end.
Theory and hypotheses development
Venture creation is a complex, non-routine process, which involves interaction among
various agents (individuals, partners, groups, parent organizations, etc.) and the business
environment. The process is characterized by four properties, namely, intentionality,
resources, boundary and exchange (Katz and Gartner, 1988). Specifically, intention is
referred to as the process of seeking information to achieve the goals of creating an
organization; resources, for the process of resource acquisition and combination process to
form an organization; boundary identification, for setting up tax system, legal forms; and
finally exchange for activities within (i.e. human recourse management) and across the
organizational boundary (i.e. selling goods to customers, etc.). Therefore, for an emerging
organization to be called as an established entity, the venture needs to be able to
successfully demonstrate and integrate these activities. Among these activities, opportunity
identification has been considered as one of the most essential part of this process.
Essentially, entrepreneurial outcomes such as new venture creation, at least in part, happen
based on the different capabilities of entrepreneurs to identify potentially profitable
opportunities (Shane and Venkataraman, 2000; Shepherd and DeTienne, 2005).
This study draws insights from two theories of entrepreneurship to analyze the
founding team experiences’ role in new venture creation. The first is the entrepreneurial
cognition theory (Mitchell et al., 2002), and the other is the upper echelons theory
(Hambrick and Mason, 1984). The entrepreneurial cognition perspective views new
venture creation as a cognitive process in which founders/founding teams use their
“knowledge structures […] to make assessments, judgments, or decisions involving
opportunity evaluation, venture creation, and growth” (Mitchell et al., 2002, p. 97).
The entrepreneurial cognitive perspective is especially suited to understanding the
process of new venture creation because of two reasons: first, the process of forming a new
venture involves high level of uncertainty, ambiguity and risks; and second, the impact of
founders/founding team’s managerial cognitions is stronger in this process, than those
of large, established firms (Forbes, 1999). According to this perspective, two key elements
of entrepreneurial cognition: the entrepreneurs’ knowledge structure (heuristical or
scripted) and decision making (Mitchell et al., 2007) directly influence choices made by the
founders/founding team during the venturing process. Entrepreneurs are found to be
more likely to rely on their biases and heuristics in decision making (Busenitz and
Barney, 1997). Indeed, entrepreneurship has been characterized as an “enactment” process
where acting precedes systematic thinking (Gartner et al., 1992). Similarly, scholars argue
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that mental heuristics (“shortcuts”) and knowledge acquired from past experience are
often used by entrepreneurs in their venturing process (Baron, 2008).
The upper echelons theory argues that the cognitive capacity of the TMT typically
represents the dominant heuristics of the firm (Hambrick and Mason, 1984). Managers
develop their heuristics from their career experiences (Hambrick and Mason, 1984).
As Hambrick and Mason (1984, p. 200) suggested, “executives’ career experiences partially
shape the lenses through which they view current strategic opportunities and problems.”
Managers’ career experiences expose them to specific problems and situations. Managers
may carry “imprints” from their past career experiences (Stinchcombe and March, 1965).
Simplifying heuristics are developed from such experiences to allow managers to arrive at
satisfying solutions with limited search (March and Simon, 1958; Simon, 1979). Compared to
this managerial cognition, entrepreneurial cognition is more based upon entrepreneurs’
experiences and belief, as organizational structure and system are far from developed yet
(Alvarez and Busenitz, 2001).
This study focuses on one important attribute of the founding team—their prior
experiences. Founding team experience is usually taken to comprise the following categories:
industry experience (or knowledge of the specific industry the venture is being launched in),
venturing experience (or knowledge about creating and managing entrepreneurial new
ventures) and managerial experience (or knowledge of managing businesses, in general)
(West and Noel, 2009). This study considers two types of founding team experience (industry
and venturing experience) and examines how they affect the likelihood of venture creation.
With regard to managerial experience, there is a fair level of consensus that such general
managerial experience does not contribute to the success of new ventures (Colombo and Grilli,
2005; Sandner et al., 2008) unless little industry-specific managerial knowledge is available in
the industry where the venture is being created (Patzelt et al., 2008). As such, the present
research focuses only on the impact of founding team industry and venturing experience.

Founding team
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Founding team industry experience
Entrepreneurship literature has long emphasized the role of founders’ personal characteristics
in influencing new venture creation, growth and performance (e.g. Chandler and Hanks, 1994;
Colombo and Grilli, 2005; Cooper et al., 1994). As one important form of human capital (Becker,
1962), the founder’s work experience is presumed to have significant influence on both the
creation and the performance of new ventures.
This study first examines one specific form of founding team prior work
experience—their experiences with the industry in which the proposed new venture is
going to compete in. Previous studies have mostly focused on founders’ startup or
venturing experience (Wright et al., 1998). The authors think industry experience is
critically important in the venturing process. From an entrepreneurial cognition
perspective, founders are primed to identify those opportunities that reflect their prior
industry experience (Shane and Venkataraman, 2000). In general, experience increases
founders’ entrepreneurial alertness—an ability to detect opportunities which are
overlooked by others (Kirzner, 1979) and such alertness often comes from a person’s
prior knowledge and prior industry experience (Casson, 1987). Tang et al. (2012) found
that entrepreneurs prior knowledge significantly increases three dimensions of
entrepreneurial alertness: scanning and searching for new information, connecting
previously disparate information and evaluating whether the new information represents
an opportunity. Managers with industry experience in a high uncertain entrepreneurial
environment are more able to identify and seize new opportunities (Kor, 2003). In a
longitudinal study on academic spinoff ventures, Rasmussen et al. (2011) discovered that
industry experience embedded in the entrepreneurial team allows the team to be
able to frame and revise the scientific knowledge into a viable business opportunity.
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Furthermore, scholars have found that founding teams with more diverse industry
experience identify a larger number of, and in particular, more varied (distant) market
opportunities (Gruber et al., 2012). It is expected that a founding team with more industry
experience will be more able to detect new opportunities, which may have been overlooked
by others.
When making strategic decisions in new ventures, an entrepreneur tends to draw on
content knowledge that is readily accessible in his or her memory (Fern et al., 2012).
Although it may be difficult to attribute nascent ventures to industry settings as they are
still in the emerging stage, prior industry experience equips the team with better
information which, in turn, reduces founders’ perceived risks (Norton and Moore, 2006) and
lowers their expectations of liabilities of newness (Gimeno et al., 1997; Shane and Khurana,
2003). Industry experience provides knowledge and important information about the
industry norms, rules and practices in the environment in which the new venture is going to
operate. Founding team with more industry experience is able to understand customer
better and knows how to serve them (Delmar and Shane, 2006). In the similar vein, industry
information with regard to the interactions among suppliers, customers, regulators and the
market enables the founding team necessary knowledge to secure relevant resources and
organize venturing activities. Scholars argue that industry-specific experience shapes
entrepreneurs’ subjective entrepreneurial knowledge (Kor et al., 2007). Founders with little
industry experience are more limited in the range of expertise and competence they can
draw upon (Wasserman, 2003).
Additionally, entrepreneur’s prior professional experience such as industry experience not
only contributes to “what you know,” it can also contribute to “who you know” (Hsu, 2007,
p. 724). In matter of fact, entrepreneur’s industry experience is often viewed as a great asset for
an entrepreneur (Brush et al., 2001) and is valued by potential investors such as venture
capitalists in making investment decisions (MacMillan et al., 1985). Founders or founding
teams with industry experience can take advantage of their social ties that have been formed
in the focal industry to obtain legitimacy and commitments from existing business partners
for their new businesses (Delmar and Shane, 2006). In fact, scholars find that experienced
founders engage in more legitimacy-seeking behaviors (Perry et al., 2011). Studies also find
that prior industry-specific experiences positively influence the likelihood of obtaining venture
finance (Eckhardt et al., 2006). In sum, the external connections derived from industry
experience can be an invaluable capital for a nascent venture as they help bridge the founders/
founding teams with critical resource providers (Burt, 2009; Shane and Stuart, 2002).
The above arguments lead to the following hypothesis:
H1. Founding team industry experience increases the likelihood of new venture creation.
Founding team venturing experience
Founding team venturing experience refers to a founding team’s prior experience in being
involved with venturing initiatives, or owning a private business (Wright et al., 1998). In a field
study investigating successful new ventures’ profiles, Duchesneau and Gartner (1990) found
that one of the successful new ventures’ profile is that entrepreneurs have prior venturing
experience. Venturing itself is a lived experience (Morris, 2015) in which entrepreneurs are
shaped and created by venturing events (Morris et al., 2012). Scholars have argued
that prior entrepreneurial experience enhances the number of opportunity identifications
(Gruber et al., 2012; Westhead et al., 2009). In exploring the antecedents of entrepreneurial
cognition of habitat (experienced) entrepreneurs, scholars have asked whether experienced
entrepreneur presents unique cognitive patterns or characteristics during their
venturing process than novice entrepreneurs (Grégoire et al., 2011; Ucbasaran et al., 2008).
Grégoire et al. (2010), for example, found that experienced entrepreneurs used prior knowledge
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to allow them to identify new patterns of meaning and draw the entrepreneurial implications
of these patterns. Similarly, Forbes (2005) suggested that entrepreneurs are not homogeneous
in their cognitive patterns and such differences can be explained (at least partially) by their
prior entrepreneurship experiences. Zhao et al. (2005) found that entrepreneurial experience is
positively related to entrepreneurial self-efficacy—that is, the entrepreneur’s belief in
their ability to successfully launch an entrepreneurial venture, an important antecedent to
entrepreneurial intention.
From a decision-making perspective, a pre-ownership experience in a highly similar
business helps the founder (or founding teams) to better understand the customers,
suppliers and competitors associated with the specific industrial environment (Chandler,
1996). Besides, non-routined entrepreneurial events contribute to entrepreneurs’ stock of
knowledge (Reuber and Fischer, 1999). Venturing experience provides the venture with
skills and expertise in organizing, coordinating, planning and motivating people (Chandler
and Jansen, 1992; Reuber and Fischer, 1994). In a study comparing experienced (serial)
entrepreneurs and novice entrepreneurs, Baron and Ensley (2006) found that serial
entrepreneurs tend to think about opportunities in more sophisticated and pragmatic ways
from a business-model point view than novice entrepreneurs, allowing them be more
effective in acting on identified business opportunities and making decisions. When facing a
complex decision, such as decisions in the venturing process, experienced entrepreneurs are
expected to theorize more from their own experiences, and to be more likely to go beyond the
information given to them in a decision problem (Dew et al., 2009). In a highly ambiguous
and uncertain venturing environment, lack of entrepreneurial experience may lead to more
mistakes in decision making.
In addition, prior venturing experience sends a positive signal about the credentials of
the founder or the founding teams to the potential investors, especially VCs (Hsu, 2004,
2007). Besides, founding teams with prior venturing experience have wider social network
and are more effective to develop new ones (Mosey and Wright, 2007). These types of social
capital are critical for the founding team to harness necessary legitimacy and resources for
new venture creation (Blatt, 2009).
The above arguments lead to the following hypothesis:

Founding team
experience
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H2. Founding team venturing experience is positively related to the likelihood of new
venture creation.
The moderating effect of industry context
Entrepreneurs do not operate in a vacuum, they work within the environment surrounding
them (Gartner, 1985). In responding to uncertain founding conditions, the founding team
needs to explore various options, evaluate diverse scenarios and generate a more
comprehensive solution. Researchers have long been interested in the effect of the objective
characteristics of the environment (from a contingency point of view) or the perceived
environment by entrepreneurs (from a cognitive perspective) on entrepreneurs’
entrepreneurial intentions and activities (Edelman and Yli-Renko, 2010). Industrial
organization economists consider that a firm’s industry environment has deterministic
impact on firm performance (Porter, 1985). Organization ecologists consider a firm’s industry
environment as one of the most important founding conditions, critically influencing
organizational mortality (Swaminathan, 1996). Scholars from cognitive perspective have
examined how entrepreneurs view their founding environment and construct their cognitive
framing through the venture creation process (e.g. Edelman and Yli-Renko, 2010; Hmieleski
and Baron, 2009; McMullen and Shepherd, 2006; Shaver and Scott, 1992).
The following section examines the moderating effect of the nascent venture’s industry on
the relationships between founding team experience and the likelihood of new venture creation.
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This study distinguishes two basic types of industry environments in which new venture is
created: high-technology industry vs low-technology industry (Covin et al., 1990; Feeser and
Willard, 1989; Zahra and Neubaum, 1998) . A high-technology industry is characterized by high
levels of business risk and velocity, fast-shifting customer preferences and shortened product
life cycles (Bahrami and Evans, 1995). Compared to low-technology industries, high-technology
industries present a more complex and dynamic environment, which may require additional
skills and capabilities beyond that brought to the venture by the individual entrepreneur
(Gartner, 1985). One such knowledge is the founding team’s scientific capabilities (Deeds et al.,
2000), which are deeply rooted in their domain knowledge and expertise of operating in a
specific technology-driven industry. Founding teams with more domain experience (stock of
domain knowledge) are more effective at exchanging and combining knowledge, leading to
higher innovation (Collins and Smith, 2006). In addition, a high-technology industry is
characterized by high velocity, dynamism and uncertainty. Scholars have noted that under
such a scenario a highly experienced group will use significantly greater time in assessing the
emerging situation but use less time in taking actions, as compared to a group with less
experience (Kobus et al., 2001). This is consistent with the view from upper echelon
theorists (Hambrick and Mason, 1984), who suggest that under environmental uncertainty
managers’ demographic characteristics are more likely to manifest in organizational outcomes.
In a highly dynamic and uncertain environment, an experienced founding team possessing
higher inventory of knowledge, skills and experience will be better equipped in their
understanding through the entrepreneurial cognition process, and move faster in their business
venturing activities.
Creating a new venture in a high-technology industry also requires a tremendous amount
of social capital (Florin et al., 2003). Venture creation is a complex and unstructured process,
requiring the founding team to work with stakeholders such as venture capitalists, suppliers,
banks, lawyers, etc. This is especially true for entrepreneurs venturing in the knowledgeintensive and capital-intensive high-technology industry. The founders/founding team’s
connection to the venture capital community is critical. Well-developed venture capital
networks provide tremendous incentives for entrepreneurship by lowering the difficulties of
entering an industry (Florida and Kenney, 1988). Shane and Cable’s (2002) field study on
50 high-technology ventures reveals that most funded venture proposals tend to come from
referrals since the high-technology industry presents a higher level of information asymmetry.
Studies have specially emphasized the importance of entrepreneurs’ social network in the
context of high-technology industry. Such social ties greatly help the entrepreneur in
discovering opportunities, accessing resources and gaining legitimacy as they pursue the
opportunity (e.g. Elfring and Hulsink, 2003). Therefore, based upon these arguments it is
expected that in the high-technology industry the founding team’s experience (industry
as well as venturing) will have a greater impact on the venturing process than in a
low-technology industry. This leads to the following hypotheses:
H3. The positive relationship between founding team industry experience and the
likelihood of new venture creation is stronger in the high-technology industry than
in the low-technology industry.
H4. The positive relationship between founding team venturing experience and the
likelihood of new venture creation is stronger in the high-technology industry than
in the low-technology industry.
Method
Data and sample
The theoretical model and the hypotheses were tested utilizing data from the PSED II.
The PSED II is a longitudinal data set of 1,214 nascent entrepreneurs identified from a
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random digit dialing telephone survey of 31,845 households in the USA (Reynolds and
Curtin, 2007). To qualify as “nascent entrepreneurs,” i.e. individuals who were in the process
of starting a business, respondents answered “yes” to the following three questions: Are
you, alone or with others, currently trying to start a new business, including any
self-employment or selling any goods or services to others? Are you, alone or with others,
currently trying to start a new business or new venture for your employer, an effort that
is part of your normal work? Are you, alone or with others, currently the owner of a business
you help manage, including self-employment or selling any goods or services to others?
In addition, respondents needed to meet three additional criteria. First, they performed some
startup activities in the past 12 months. Second, they expect to own all or part of the new
firm. Third, the imitative had not had a period of profitability in the past 12 months. Based
on these selection criteria, the initial number of cases available for analysis was 860.
The following procedure was used to generate the final sample. First, non-independent
ventures such as purchase or takeover of an existing business, franchise or startup
sponsored by existing business were eliminated. Second, since this study is interested in
team-based nascent ventures, only the ventures whose founding team size is equal or
greater than two, and had already been established were considered. Based on these criteria,
the final sample included 446 nascent venture founding teams.

Founding team
experience
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Measurements
With three follow-up rounds of data collection (the initial round and two subsequent rounds,
12 and 24 months after the initial survey), the PSED II survey allows us to investigate
whether the founding team had successfully launched a new business. The dependent
variable new venture creation was coded as a “1” (success) if the status of new business is
reported as “operating,” otherwise as a “0.” The status variable was consolidated from all
the three follow-up rounds (overwriting the previous status with the latest one).
Studies on entrepreneurial teams have largely suggested that founding teams’ overall
industry experiences have positive impact on venture performance, in view of the teams’
greater level of understanding and familiarity of business environment (e.g. Boeker and
Wiltbank, 2005). Similarly, team industry experience has been found to have positive
relationship with venturing success (Bates, 1990). Each founding team member was asked
how many years of experience did they have in the industry in which the nascent venture is
in? Founding team industry experience was calculated as the mean of the years of industry
experience of each team member.
Founding team venturing experience was captured by the mean of number of startups
previously established by founding team members. Research suggests that prior
entrepreneurship experience helps building new businesses (Krueger, 1993).
The moderator variable is the industry type, for the industry the nascent venture was being
launched in. This was coded as a dummy variable for high-technology vs low-technology
industry. The nascent entrepreneurs were asked the following question, “Would you consider
this (new) business to be hi-tech?” The dummy variable high-technology industry was coded
as “1” for a response as “Yes,” and “0” for others.
Several control variables were included in the model, including average age of founding
team members, founding team size and business plan development. Entrepreneurship
literature has long suggested demographic characteristics of entrepreneurs such as
entrepreneur age to be an important predictor of entrepreneurial outcomes (e.g. Edelman and
Yli-Renko, 2010; Gartner, 1985; Shook et al., 2003). Average age of the founding team is
calculated as the mean of team members’ ages. Founding team size is found to be associated
with new venture survival and growth (Delmar and Shane, 2006; Eisenhardt and
Schoonhoven, 1990). Founding team size is measured by the head count of the founding team.
Finally, scholars have argued that business plan development is an important precursor of

https://digitalcommons.sacredheart.edu/neje/vol21/iss1/3

8

Li and Dutta: Founding Team Experience, Industry Context, and New Venture Creat

NEJE
21,1

Downloaded by Sacred Heart University At 09:55 10 August 2018 (PT)

10

venture creation (Delmar and Shane, 2003; Liao and Gartner, 2006). The nascent entrepreneurs
were asked whether they have formally prepared, informally written, or, unwritten a business
plan. A dummy variable business plan development was created and coded as “1” if a
business plan has been prepared or informally written, and “0” if it is unwritten.
Analyses and results
Binominal logistic regression was employed to analyze the effect of founding team
experience on new venture creation. As an analytical technique, binominal logistic
regression is appropriate when the dependent variable is dichotomous independent variable
of any type. The technique applies maximum likelihood estimation, after transforming the
dependent variable into a logit variable (the natural log of the odds of the dependent
variable occurring or not). In this way, logistic regression estimates the probability of a
certain event occurring (Pampel, 2000). This paper employed a hierarchical approach in
analyzing both the main and interaction effects. First, a base model of logistic regression
was created, which included all the control variables. Then, independent variables
and moderating variables were subsequently added in the full models, in stages.
The significance of the difference between the full models and the nested base model was
tested by using χ2 tests. A significant χ2 test means that the additional variance of
probability of persistence is explained by the added-on predictors.
Table I reports the means and standard deviations of dependent, independent,
moderating and control variables and their correlations. Table II reports the results
obtained from the hierarchical logistic regressions. Model 1 only included control variables.
Mean

Table I.
Means, standard
deviations and
correlations

Table II.
Logistic regressions
with robust
standard errors on
new venture creation

SD

1

2

3

4

5

6

1. New venture creation
0.61 0.48
2. Average age of founding team members 42.72 11.68 0.22***
3. High-technology industry (dummy)
0.17 0.38 0.03
−0.01
4. Founding team size
2.36 0.72 −0.00
0.06
0.08
5. Business plan development (dummy)
0.52 0.49 0.02
0.01
0.08 0.04
6. Founding team industry experience
7.83 8.19 0.22*** 0.34*** 0.06 −0.03 0.10*
7. Founding team venturing experience
0.31 0.56 −0.02
0.20*** −0.00 0.11* 0.10* 0.07
Notes: n ¼ 446. *p o0.05; **p o0.01; ***p o0.001

Intercept
Average age of founding team members
High-technology industry
Founding team size
Business plan development
Founding team industry experience
Founding team venturing experience
Founding team industry experience × high-technology industry
Founding team venturing experience × high-technology industry
Number of observations
Likelihood ratio χ2
Δχ2
Pseudo R2
Notes: *po 0.05; **p o0.01; ***p o0.001
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Model 1

Model 2

Model 3

−1.17
0.04***
0.22
−0.06
0.07

−1.21
0.03**
0.16
−0.01
0.02
0.05**
−0.27

446
21.24***

446
30.73***
9.49***
0.07

−1.13
0.03**
−0.04
−0.04
0.02
0.06**
−0.44*
−0.03
1.56*
446
38.56***
7.83***
0.07

0.04
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Model 2 tested the likelihood of venturing success on both control and independent
variables. Model 3 tested the moderating effects of the high-technology industry dummy on
the relationships between independent variables and new venture creation. The positive
change of χ2 values and their significance levels confirm that adding the independent
variables as well as the moderating variable helped improve the overall explanatory power
of the model on the likelihood of venturing success.
H1 predicted that founding team industry experience is positively associated with the
likelihood of new venture creation. Model 2 in Table II shows that the coefficients for
founding team industry experience are positive and significant ( p o0.01). This suggests
that a founding team with higher level of industry experience has a greater probability of
launching a new business. For example, Model 2 reports that the coefficient of founding
team industry experience is 0.05, indicating that the odds ratio for founding team industry
experience is 1.051. Therefore, everything else being equal, a 1 percent increase in the
founding team industry experience will increase the likelihood of new venture creation by
5.1 percent. Thus, H1 is strongly supported.
H2 predicted that founding team venturing experience is positively associated with
the likelihood of new venture creation. Model 2 in Table II reported that the coefficients
for the variable founding team venturing experience are negative, and not significant.
Therefore, H2 was not supported.
H3 predicted that the relationship between the founding team industry experience and
the likelihood of new venture creation is stronger in a high-technology industry than in a
low-technology industry. The results in Model 3 report the interaction effect of
founding team industry experience and the high-technology industry dummy variable.
The coefficient for the interaction term between founding team industry experience and the
high-technology industry dummy variable is negative, and not significant (Model 3,
b ¼ −0.03, ns). Therefore, H3 is not supported.
H4 predicted that the relationship between the founding team venturing experience and
the likelihood of new venture creation is stronger in a high-technology industry than that in
a low-technology industry. The results in Model 3 report the interaction effect of founding
team venturing experience and the high-technology industry dummy variable.
The coefficient for the interaction term between founding team venturing experience and
the high-technology industry dummy variable was positive and significant (Model 3,
b ¼ 1.56, p o0.05), suggesting that in a high-technology industry environment, the founding
team venturing experience will have a greater positive impact on the likelihood of new
venture creation than that in a low-technology industry environment.
Following Dawson’s (2014) suggested procedure on plotting interaction effects in logit
models, additional analysis was conducted. A graphical representation of the interaction
effect is depicted in Figure 1.
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Figure 1 suggests that the impact of founding team venturing experience on the likelihood
of new venture creation becomes greater in a high-technology industry, compared to that in
a low-technology industry. As depicted in the figure, the slope of the regression line
representing the high-technology industry is steeper than the one representing the
low-technology industry, meaning that an increase in one unit of founding team venturing
experience results more in the increase of the likelihood of new venture creation in a
high-technology industry than that in a low-technology industry. This provides additional
support for H4.
Post hoc analyses
A post hoc analysis was conducted to increase the confidence in the findings. This post hoc
analysis used the total years of industry experience of the team members to measure
founding team industry experience. Similarly, to measure founding team venturing
experience the total number of ventures the team members had set up prior to the present
venturing initiative was used. The results were along similar lines. As predicted, founding
team industry experience had a significant positive relationship with the likelihood of new
venture creation (b ¼ 0.02, odds ratio ¼ 1.02, p o0.01). The coefficient of the interaction term
between founding team venturing experience and high-technology industry was positive
and significant (b ¼ 0.69, p o0.05), suggesting that the impact of founding team venturing
experience on the likelihood of new venture creation is stronger in the high-technology
industry than that in the low-technology industry. This analysis failed, however, to
find a significant relationship between founding team venturing experience and the
likelihood of new venture creation, as also the moderating effect of high-technology industry
on the relationship between founding team industry experience and the likelihood of new
venture creation.
Discussion
This study extends the current literature (e.g. Delmar and Shane, 2006; Muñoz-Bullon et al.,
2015) on the impact of founding team experiences in nascent ventures. Specifically, the
study fills a research gap by focusing on the team’s impact on the critical and nascent
venturing gestation stage, as opposed to how the founding team affects the venture
post-creation. By investigating the main effects of founding team experiences (industry as
well as venturing) and the interactive effect of the team experiences and industry context on
the likelihood of new venture creation, this study was able to show the relative importance
of these two types of experiences, and especially in high-technology industry contexts.
The study results show that founding team industry experience had a significant and
positive impact on the likelihood of new venture creation. This finding is consistent with
prior research, which suggests that industry experience matters in the venturing process
(e.g. Delmar and Shane, 2006; Reuber and Fischer, 1999). The new venture creation process
encompasses four properties: intentionality, resources, boundary and exchange (Katz and
Gartner, 1988). These findings suggest that founding team industry experience likely has a
positive influence on all these four aspects of the venturing process.
Surprisingly, contrary to what had hypothesized, the study found that the founding
team’s venturing experience did not have a significant effect on the likelihood of
new venture creation. In their study, Delmar and Shane (2006) noted that the impact
of a founding team’s startup or venturing experience on venture survival is positive, but
non-linear and subject to diminishing returns. In contrast, this study found that the
founding team’s venturing experience does not have a significant impact on venture
creation. Similar findings exist in other studies, e.g. that founding team venturing
experience has no significant influence in improving venture performance (Casson, 1987).
The mixed findings suggest that additional research is needed to understand the exact
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nature of the venture creation experience and how it benefits entrepreneurial firms,
pre- and post-venture gestation. In discussing the role of entrepreneurial learning, authors
have noted that different types of entrepreneurs (novice, serial and portfolio) exhibit
different learning behaviors, based on prior business ownership experience (Westhead
et al., 2005). While prior entrepreneurship experience can bring certain assets to the
founding team, it may also bring in liabilities for serial/portfolio entrepreneurs such as
diminishing motivation, hubris, overconfidence or illusion of control (Simon et al., 2000;
Westhead et al., 2005). Nevertheless, findings contrary to the hypothesized main effect of
prior venturing experience on the likelihood of new venture creation suggest that more
fine-grained analysis is needed, especially at the team level. For example, studies have
shown that a “shared” venturing experience (Teal and Hofer, 2003; Zheng, 2012) or shared
work experience (Roure and Maidique, 1986) among founding team members importantly
affects venture outcomes.
The present study failed to find an interactive effect of high-technology industry and
founding team industry experience on the likelihood of new venture creation, contrary to
the prediction. This is counter to the conventional view in the field about the benefit of
industry experience on entrepreneurial performance in high-technology industries
(e.g. Casson, 1987). This result leads us to think further on some unique features of
entrepreneurship process in a high-technology industry. The results reiterate that it is
important to distinguish among the different stages of new venture development when
studying the impact of founding team experience. As mentioned earlier, previous studies
on founding teams have tended to examine whether and how founding teams influence the
performance characteristics of a new venture, such as profitability, growth, sales, new
product introduction and so on (Klotz et al., 2014). In contrast, by adopting an
entrepreneurial process perspective, this study focuses on the impact of founding team
experience on venture creation itself, even before the new venture is launched and finds
interesting results. In doing so, this research highlights why it may be important to assess
the impact of founding teams at different stages of creation of the new venture, especially
before and after it is launched. Related to this, the present study also calls for greater
understanding of the technology context itself. High-technology entrepreneurship is filled
with “incessant novelty and innovation” and “never-ending stream of kaleidoscopic
change” (Bahrami and Evans, 1995, p. 62). Existing knowledge base is made obsolete
faster in a high-technology industry environment (Elfring and Hulsink, 2003). In such
high-velocity environments, rigid commitments to insights from prior industry experience
on the part of the founding team may even be counterproductive (Chandler and
Hanks, 1994). Indeed, entrepreneurs that possessed less experience in the field’s core tend
to head more innovative firms (Cliff et al., 2006). Yet, scholars have argued that
environmental dynamism and hostility erode managers’ abilities to predict future events
and their impact on organizations (Khandwalla, 1977). These factors may neutralize the
positive impact of founding team industry experience on the likelihood of venture creation
in a high-technology industry, thus offering support for the results.
While this study did not find a main effect interestingly, the hypothesis predicting the
moderating effect of high-technology industry on the relationship between founding team
venturing experience and the likelihood of new venture creation was supported. There may be a
few plausible explanations for this finding. As previously noted, access to venture capital and
its network is critically important for high-technology entrepreneurship (Florida and
Kenney, 1988). Scholars find that prior venturing experience, even in a non-technology sector, is
crucial for entrepreneurs who aim to set up a high-technology venture. This is because a prior
venturing experience provides the entrepreneur knowledge to develop strategy, and build
connections for acquiring funding for the development of a technology-based venture
(Boussouara and Deakins, 1999). Similarly, in science-based technology ventures, entrepreneurs
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with prior business ownership experience have broader social networks. They are, therefore,
more effective in developing network ties between scientific networks and industry networks
than other less-experienced entrepreneurs (Mosey and Wright, 2007).
The difference in the nature of the findings relating to the main effects as well as their
interaction with the nature of industry is especially noteworthy and sets up directions for
future research. Previous studies have largely tended to treat entrepreneur/founding team
prior work experience as one single- or aggregative-level measure, without differentiating
the potential unique roles the different types of founding team experience could play in the
venturing process (e.g. Reuber and Fischer, 1999). The findings of this study suggest that
founding team industry experience and venturing experience not only have different
direct effect on the venturing process, but also work differently depending on the
entrepreneurial context (in this case, the high-technology environment), thus influencing
the likelihood of new venture creation. Studies on TMTs in entrepreneurial firms have
demonstrated that different types of TMT experience may have different effects on
entrepreneurial growth. Given the unique nature of the entrepreneurial overall experience,
it may be important to “bundle” specific TMT experiences in order to maximize TMT
effectiveness and entrepreneurial growth (Kor, 2003). Similarly, the results of this study
indicate that the impact of founding team experience on new venture creation may vary
with both the type of the experience and the context of venture creation. On the one hand,
industry experience and venturing experience influence the venture creation process
in very different ways. On the other hand, the specific entrepreneurial context (high
technology vs others) influences the relationship between founding team experiences and
venture creation differently. Therefore, as a direction for future research the authors
suggest that future studies on founding team experience and entrepreneurial process
outcomes should consider the relative importance of founding team experience, and can
benefit from taking a contingency approach to examining the founding team’s impact on
venture creation.
Conclusion
This research extends the current literature on the importance of founding team experiences
in nascent ventures (e.g. Delmar and Shane, 2006; Muñoz-Bullon et al., 2015) and makes
several contributions. First, in contrast to most extant research that tended to examine the
impact of founding team experience on firm outcomes post-venture creation, this study
considered to what extent founding team experience affects the likelihood of the venture
creation process itself. Second, the study advances the understanding of the differential
roles played by different types of team experience, by teasing out the differential impact of
founding team industry experience vs the founding team venturing experience. Third, this
research highlighted the importance of the entrepreneurial context—in this instance, the
specific context of industry (high technology vs low technology) on the relationship
between founding team experience and likelihood of venture creation. Specifically, the
present study noted that founding team experiences combine in interesting ways to
impact the likelihood of venture creation, depending on whether the operating context is
high-technology industry or not.
This study has certain limitations. The paper tested the effect of founding team
experiences on venture creation rather than venture continuation (e.g. Delmar and Shane,
2003; Liao and Gartner, 2006), which means the sample represents nascent entrepreneurs
who are still trying but do not have an operating business. When analyses were undertaken
to include the “still trying” group as a part of the successes in the dependent variable, no
significant differences in the results were found. One additional caveat of this study is that
the study only relies on the number (quantity) of the ventures that individual members
might have started, or the number of years of industry experience that they have had, prior
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to involving in the venturing process for creating the focal firm. Thus, and given the
archival nature of the data, the study was not able to actually observe the team processes
involved in utilizing these experiences (such as shared experience) to help create the venture,
under the two types of industry contexts.
Limitations notwithstanding, the study findings indicate a number of future research
opportunities. First, future researchers may consider the impact of other types of founding
team experiences and their impact on new venture creation. Second, as already noted, to
investigate “how” founding team experience influences the venturing process, one may need
to go beyond the demographic attributes of experience and take into account the underlying
team process of learning from the experience. The latter could include, for example, shared
industry experience, shared venturing experience or team experience heterogeneity. Third,
the process of venture creation may be an effectual process (Sarasvathy, 2001), a planned
process (Shane and Delmar, 2004) or a bricolage (Baker and Nelson, 2005). The examination
of the founding team experience at the nascent stage might shed light on the choice of an
effective process leading to venture formation. Fourth, this study calls future research
incorporating a multi-level and contingency approach in analyzing the role of founding team
experience in the entrepreneurship process. Are there any specific types, or, a “bundle” of
team experience that are most effective in different stages of new venture creation, and/or,
under different contexts?
The findings presented in this study provide important implications for entrepreneurial
practitioners. The results inform us about the importance of founding team industry
experience and venturing experience in the nascent stage of the venture. The positive
relationship between founding team industry experience and new venture creation suggests
that the founding team should include more members with higher level of industry
experience. In addition, in a high-technology industry, the founding team’s venturing
experience becomes even more salient, in terms of its impact on the venturing process.
Therefore, a team with higher levels of prior venturing experience (does not matter whether
it was in a high-technology sector or not) is critical for the success of the new venture being
created. In effect, developing a nuanced understanding of the different types of founding
team experience, and the effect of such team experience in the operating industry context
is critically important to team assembling and organizing for the successful launch of
new ventures.
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